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SECRET

. Note MW EGoM frrx 14

No.O- 19025/3/2012-ONG.D.V.
Government of India

Ministry of Petroleum ang Natural Gas

312 Financial Implication;. it has proposed linking of gas price o
international crude price. RIL has Proposed the formula Presented in casg of

CBM gas, according to which gas price will be;"ranging between $ 14.20 to
14.5UMMBTU. In brief $ 10/MMBTY increase in gas price will resuit jn $85
l_)illion increase in revenue to the contractor in next two yearsand $ 1.4 billion

—

Governments will g0 up by around $ 10.5 billions due to increase of $10.0in
domestic gas price in the first scenario. In the éc:'é?\grio of falling Production,
the increase in subsidy burden js likely to be $ 6.3 billion.

4. Psg Provisions:

41  The following are important provisions o'f the PSC, impacting the
fixation of natural gas. The copy of relevant Articles of PSC is annexed to this
note (Annexure VIj at Pages 114-117),
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wards the Tnitial phases) decreases the IM, )osty
IM slabs; this results in a reduction in Gol sha, e ona discounted cash flow
biasis, since the slabs involving higher Gol share come later, rather than earlier. '

Operational contrpl of E&P operations is largely with the prlva,t;(o operators, and the Gol's
oversight role is rgstricted essentlally to its representation (throygh MoPNG and/ or DGH) in
the Management Committee for the block, especlally in approval of Annual Work Programmes

and Budgets and Field Development Plans, as well as a few approval functions delineated inthe
PsSC. f
delc TR

't

: _ fshok/Chawla Committee Report ,
if.r(aﬁm;a ventounderstandihatthe report of the Ashok.C Naw! ﬁ‘r{i{el‘e‘é‘tii‘iiﬁR:ri‘u:‘iré‘z allocation of
W{i’m{ resourcesialsg simllarteonclusions repardingithetlMsbased ,BWi‘i@ikﬁimé‘;’q)’y
; WF' [his 4‘6'1“-"«',‘"’-’1!'1(:'-': had interalia répresentatives from MoPNGand the Minlstov of
Finance: soltcan: afelybe presumedthatitsconclusions were wellconsideredsHowever the
[eportis notetrrently ,-.mamz;u,;m the publicdomalnis RS i
iYm%lmw tamediareports, jgaf;a‘qmur..i'qq::s.z'mh;iw-xsrim-:ii'i‘r#ﬂ'#,i’(qga;‘”t’gfuvmfmrm&xv/trs_:m:'_zr
‘pperator) talncrease his investment, or'front.end his work'planiin:orderto see that.the

r‘?mmﬁﬂwm@’émvi::?mmj;f{‘r“wi;mji{:mm;mac;/z:mﬁ_}a»fr\:n:f-‘fmiina‘-_‘ ",ﬂiﬂr§‘|E{-&'ihiﬁé)tt'lb'vl'i}(‘~*
; ",5 FKG-DWN-98/3%he Co m“r.}s;‘,mfm\xmr:xaaamr‘ itherelationshipibetween the pre-tax IM.
and the:shareiof contractofi profit petroletim changes dramatically'onceithe pre-tax IM

crosses 2.5 withithe'government's share increasing from 28 percent to 85 per cent It is

Fuseful to rememberthat this schedule is bid by.the operaton, and not determined by the
»ﬁ‘mﬁwﬂll’imlﬁ}f‘#Mii’(ﬁ%ﬁﬂmii?:ﬁ; ahighshare'of some pre-taxINM.will help to win the:
{bid, depending anithe financial modelof evaluation used, but it does ralse concerns that
such a radical chahgewould provide very strong incentives for.any. o, peratorto adopt all:
: m,’.ﬁﬂmrﬁﬂmwnrﬁ]amlﬁlf‘i(ﬂf"r-‘.vm!/a_af?mf(z?fliriz;,ixlsrfﬁ'étdI_I'ﬁ@im'})i'.'J(mn‘sﬂmﬁzilﬁimr{f

|

. “i.‘mm*nm early| '.mmxa(_'.mza‘: herisksassociated withtheIM-based form: nnz for.sharing of
| profit petroleumpyespeciallywitha'steep jumpin profitsharing fromone slab to anothet I

gy
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RO Date | Order Placed on Original PO
Value (USS)

F\NNG’ND o .S

Item Description

Contracts relating to MA oilfield.

Contracts relating to MEG Regeneration & Reclamation packaggf

Contracts relating to Installation of CRP
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Annexure 3

07-08 has been audited. Remalning,
2008-09 onwards will be covered in future audits, i

i ocurementsre! (A% '.UG]\’)“‘({I"K}

Ve found that payments during 2006-07 and 2007-08 revealed hl;ta;lces of huge procurement
contracts where we could not derive assurance as to the reasonableness of costs incurred,
primarily due to lack of adequate competition - award on single financial bids; major revisions
in scope/ quantitigs/ specifications; post-price bid opening; substgnﬂal variation orders - with
consequential adverse implications for costrecoveryand Gol'sfinancial take.

In particular, regarding the MA oilfield, we found that well before submission, let alone
approval, of the Figld Development Plan (FDP) and Mining Lease (ML) application, the operator
had placed orders for various critical items required for development activities/ production
facilities from 2006 itself. We also found serious deficiencies in the award, on a single financial

bid, of a 10 year hiring contract for US$ 1.1 billion for a Floating Production, Storage and
Offloading (FPSO) yessel from Aker Floating Production (AFP).

; | i ,l :l: (Para 4.4)

During our scwtlny of the opera ords, we have come across instances, where multiple
vendors were pre-qualified. Hq;ﬂay,,‘ »wugn technical bids were received, all vendors (except
one) were rejected, and the cong t llyawarded on a single financial bid.

e pd
In our opinion, sugh dlsqualiﬂqagg,_ ndors on technical grounds, after a pre-qualification
process and bidders’ meetings.

G 35
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46. While the EGOM meetings were being held the litigation between RIL and NTPC, and RIL and RNRL
were in various stages before the High Court. It appears that while exercising its sovereign right to frame
policy of national impartance, EGOM was also sensitive to the issue of decisions to be made by the concemed
courts, and bence noted that the decisions of EGOM would be without prejudice to the rights of the litigants

as decided by the Couts.

47. A final order and judgment was passed, on 15.10.2007, by the Learned Company Judge. The judgment
held: the Application under Section 392 to be maintainable, that the Company Court was not competent 10
dictate the specific changes sought, that the GSMA was in breach of the Scheme, that the MoU was binding
on both parties, and that &quot;suitable arrangements&cquot; in Clause 19 of the Scheme had to be read in
ﬁgNofﬂwMoUsndmatitwasmcssaryfonthchcnw.ThelSS )

Lesined Company Judge also held that such gas supply contracts would be subject to Governmeat's approval,

mthmMWSCthumeMMGovcmenmﬂly approve such contracts

unless clearly in breach of public policy and public interest. The

¢d Company Judge then
parties to renegotiate. * g5

.4 - " P
i i 3

48. Both sides filed appeals before the Division Bench against the pald judgment. Asa

ordics were passed at the stage of the proceedings before the Learned Single Judge and then later op befose

ol

the Division Bench, the Gol inter caed in the proceedings as it bad heen realized that it bad a visal stake

because the dispute involved issues that could affect national development, national intesest and also Gol's

FevEenucs.

49, The Division Beach disposed off the appeals of RIL and RNRL by its order and judgment dated

15.06.2009.1‘lwdecisionuthekveloftheDivisionBenchmed.i;'seems.onthefactthauponipnoﬂho

MoU was jointly tendered by RIL and RNRL and apperception of;h"edmvidon Bench that under the PSC, RIL j

is eatitled to & physical share of natural gas, as a part of cost gas and fit gas. Further, the Division Beach
secmingly agreed with 156 i i

b ‘conclusions of the Learned Company Judge and then departed from it. Substantively it was beld that a
fined quantum of 28 MMSCMD plus l2MMSCMDinthccvenuh:atNTPC contract did not fructify stood
atlocawdandtobcquppliedfowscinmyofREL‘spowapwjecu.apﬂtbaMg\nocaﬁopmadcwmg‘gw
apart in themselves, The price of supply was to be in accordance witbtthSC-butasMwnm'W‘h
the PSC prohibiting RIL from sclling it at a price lower than that arising from the price formula/approved by
the Government, natural

gas stands alloc
a/50 ordered the partics to renego

would still make profits at that price point. Fusther, the Division
“rEdenL“

Himitation of Liability to make the gas supply agrecments bankable. ;. ..

50. There is considesable confusion as to what the Division Bench ordeced with respect to Utilisation Policy
and its applicability with respect to the Option Volumes of patural gas provided for in the MoU. The three

;micsmhhcasch;veurgeddmdiffmntintapmﬁom ‘ gardlia&t,bcsamc. 157
| : e 1)_ A . Bt
41, Aggrioved by the said Judgmeat and Order of the Division Beah all the parties have approached this

(Coust in appeal by way of special leave. The Union of India which was allowed to intervenc before the
Division Bench, being aggrieved by certain findings, has also preferred an appeal against the Judgment and

Order of the Division Bench. After initially raising objections, the Leasned Senior Counsel appeating for

RNRL, Shel. Ram Jethmalani withdsow his objections to leave being granted, Further, in as much as on the

faccofthcrecordiqwouldappeat;thatt_hePSC.iowhicbthe‘UoIF_!pmy.hasbcenintu:prewdg}vm:he

Goumvinghx«itmlQppot’cm\ity.m.o.l?ffpﬂ?lw'ﬂ')!imlﬂ‘"*“d“dlll“'-'P“‘*“""‘i“"""‘“““‘'x“’l"““"“_“‘“’';".""9";"«“‘-.'!‘c

mwmpwmmmmmhavewmmww}m : et
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Clause 3.2 of the Accounting Procedure (Appendix C to the PSC) deals with
costs and expenses which shall not be recoveral;!e or allowable (whether

directly ag such or indirectly as part of any other ch rges of expense) M,{_
. ¥ecovery and profit sharing purposes under the PSC.

0 terms of sub-clausa )
of clause 3.2 of the PSC, the amounts paid with respect to non-fulfillment of
contractual obligations shall not be recoverable or allowable for cost recovery
and profitisharing purpoges under the PSC. !

Your breach of PSC Including failure to adhere to and comply with' the
Amended IDP have resulted in heavy loss of production of gas thereby
causing loss to the Government and of a scarce natural resourca to the nation.

You are not entitled to the recovery of costs incurred by you for the excess |

capacity created in block KG-DWN-88:3 and such recovery of costs has to be

limited only 1o the extent of the infrastructure used by'you for the production of
_ gas. In view of the aforesaid, the following cumulative cost (which are

provisional and subject to verification ana finalization by the Govemment_l_fg_r

the respejtive years is inadmissible. e
ks o M

@ For 2010-11: USD 457,000.005 (US Dollar, Four Hundred and Fifty
~ Seven Million) |

i) - For 2011-12; uso 1,005,00C,000 (US: Douan ©One Thousand and Five
Million) ‘.ﬁ b

Further, it would also be fair an® -=zsorable, in order to ensure compliance
with the approved Amended ID? =, +=.. that the disallowed Contract Costs
shall be added to the respactive yez =*2%t Petrolaqm computed under clause
16 of the PSC for sharing betwes= ¢ %2.emment and the Contractor.

3
L)
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TIMELINE FOR RIL KG-6 Allocation

1997 Introduction of NELP

1999 First block awarded under NELP (9 rounds of allocation are over. 10" to start very soon)
2000 KG-DWN-98/3 (KG-D6) block awardedto RiL

2000 (Apr) | PSCsigned

2003 (Apr) | Declaration of Commercial Discovery (DoC) notified in D-1

2004 (Mar) | Declaration of Commercial Discovery (DoC) notified in D-3

2004 (May) | Initial Development Plan (IDP) submitted envisioning capex of 2. 39 Bn USD (40 MMSCMD)
2004 (Nov) | IDP approved by Management Committee

2006 (Qct) | Addendum to IDP (AIDP) submitted envisioning capex of 5.2 Bn USD (80 MMSCMD)
2006 (Nov) | Revised AIDP submitted envisioni ing capex of 8.8 Bn USD LR

2006 (Dec) | AIDP approved by Management Committee i

Unknawn __| DoC notified for D126 (MA Oil field) i

2007 (Au Separate Development Plan submitted for D-26 with capex of 2.23 Bn USD

2008 (Apr) | Separate Development Plan approved by Management Committee

2008 (5ep) | Oil production stams in D-26 oil field 4

2009 (Apr) | Gas production starts in D1-D3

Sourcé CAG Report

TIMELINE FOR RIL & Government lnteractlons

2004 RIL quoted 2.34 USD/MMBTU for supply of 12 MMSCMD of gas to NTPC for a period of 17 years
2006 (Jan) | RNRL and RIL sign a contract for purchase of 28 MMSCMD of gas
2006 (Apr) | RIL proposes gas price formula which calculates cost as 2.34 USD/MMBTU
2006 (Jul) | Government rejects the proposed formula on the basis that formula not derived on the basis of
competitive arms length sales
2006 (Au MoPNG constitutes committee under chairmanship of J Sec and Fin Adv
2006 ( [Tv) | Committee submits report but it deals with gas valuation when no arms length price
determination is possible
2007 (May) | RIL submits revised price proposal ' : i}
' COS rejects the formula v i b
2007 (Aug) | EAC submits its repart toPM *
2007 (5¢p) | EGOM helds its meeting and basis COS and EAC recommendations it approves formula for gas
pricing. The price wgrks out to be 4.2 USD/MMBTU for 5 years from the beginning of production
Immediately RIL submits its consent to the terms & conditions of the price fixation including the
period of price fixation
2010 (ﬁp) RIL represented that they have an offer of purchase of gas at higher rate than the one approved
' by EGoM
2010 (Dct) | RiL was replied thqt EGoM suggested price would remain valid till 2014
2011 (Jul) | GOl approves BP and RIL deal of 30% stake transfer
2012 (Jan) | RIL wrote twice to MoPNG to discuss a revised formula linked tq Jntematlonal crude price. Twice
the request was relgcted that no revision before 2014
2012 (Feb) | EGoM in its meetin g decided to seek advice of Attorney General for India (AGI)
2012 (May) | AGI gives his view that ‘one cannot ignore the fact that the price was fixed till 2014’
MoPNG opines that revision of natural gas pricing is not appropriate before 2014, Ministry also
agrees with AGI that it is not appropriate to refer the matter to any regulatory authority
2012 (Aug) | Production of gas in KG Basin falls from 35 MMSCMD (Feb 2012) t0 28 MMSCMD
Source; Note prepared by MoPNG on 10™ Oct 2012 for EGoM
. " |PageN012 [ .t
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THE PREVENTION OF CORRUPTION ACT,1988

13. Criminal misconduct by a public servant ;
(1) A putlic servant is said to commit the offence of criminal miscondu;:L-

(d) if he,~ |

(i) by corrupt or illegal means, obtains for himself or for any other person any valuable thing
or pecuniary advantage; or ] i

(ii) by abusing his positian as a public servant, obtains for himself or for any other person any
valuable thing or pecuniary advantage; or ‘

(iii) while holding office as a public servant, obtains for any person any valuable thing or
pecuniary advantage without any public interest; or s
(e) if he or any person on his behalf, is in possession or has, at any time during the period of
his office, been in possession for which.the public servant cannot satigfactorily account, of
pecuniary resources or property disproportionate to his known sources of income.
Explanalion.-For the purposes of this section, "known sources of income® means income
received from any lawful source and such receipt has been intimated in accordance with the
provisions of any law, rules or orders for the time being applicable to a public servant.
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